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ABSTRACT 

Franchise fees are a tax imposed on a private entity 
to compensate a municipality for use of a public property for private 
gain. The Telecommunications Act of 1996 grants municipalities the 
right to assess a 5% franchise fee to both cable companies and 
competitors of cable companies, such as operators of open video 
systems. The Minnesota State Department of Public Service surveyed 
all municipalities, telephone companies, telecommunication carriers, 
inves t or~owned natural gas ut i 1 i t i es , *inves t or-owned electric 
utilities, and cable communications companies in the state of 
Minnesota to collect data on franchise fee collection and use. The 
survey identified 209 municipalities that access franchise fees on 
cable communication companies. Franchise fee collection is the most 
prevalent with cable companies, which are also required by state law 
to provide access channels for public, educational, and government 
(PEG) access. The four technologies capable of delivering 
subscription video services are standard cable television, open video 
systems, wireless cable, and direct broadcast satellite. Only 
standard cable television is both subject to a franchise fee on all 
gross revenues and is also a technology which is fully compatible 
with local PEG access requirements. The government must regulate its 
fee and requirement policy to prevent increased consumer subscription 
costs and loss of competition among competing technologies, and to 
maintain current franchise fee revenue and PEG access. The document 
includes the following sections: (1) Background on Franchise Fees and 

Public, Educational and Government Fees; (2) Franchise Fees (amount 
collected, use of franchise fees); (3) PEG Access (PEG programming 
and viewership) ; (4) Video Technologies, Franchise Fees, and PEG 

Access; (5) Recommendations for a State Policy Regarding Franchise 
Fees and Related Compensation; and (6) Conclusion, (Author/SWC) 
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BACKGROUND ON FRANCHISE FEES 
AND PUBLIC, EDUCATIONAL AND GOVERNMENT FEES 



FRANCHISE FEES 

In theory, franchise fees are a tax imposed on a private entity to compensate a 
municipality for use of a public property for private gain. The public properties 
being used by utilities and cable communications companies are the rights-of-ways 
under city streets, the easements in private properties, ditches along roads and 
highways, etc. When a utility or cable communications company places a trench in 
the street of a municipality, current law and/or contractual agreements require that 
the property must be restored to the same or better condition prior to the 
construction. Franchise fee revenue is not used for such construction. However, 
some municipalities argue that there are future costs associated with cutting a street 
that are incurred by a municipality. Thus, the argument is that franchise fee 
revenues collected today not only compensate the municipality for use of a public 
property, but also compensate the municipality for costs that will be incurred in the 
future. 

Being subject to a franchise fee does provide some benefits to the utility and 
cable communications companies. The terms of the franchise give authorization to 
the companies to use the rights-of-ways of municipalities. Although the companies 
are required to obtain permits for construction and repair damage, they cannot 
unreasonably be denied access to the rights of way. Since the municipality is 
receiving compensation, it cannot deny the rights granted to the company. 

Although municipalities have experience in managing their rights-of-way, they 
have rarely been required to address the desires of multiple providers to use rights- 
of-way for duplicate facilities. Competition in the cable and telephone markets will 
force many municipalities to rethink how rights-of-way are managed. 

Franchise fees are limited to 5 percent by federal law for cable 
communications companies. There is no federal law restricting the franchise fee for 
electric and natural gas utilities. With the Telecommunications Act of 1996, 
municipalities will have the continued option of assessing a franchise fee of up to 5 
percent on cable companies. Municipalities also are permitted to assess a franchise 
fee of up to 5 percent on competitors of cable companies, such as operators of open 
video systems. It is too early to understand precisely how open video systems will 
operate and what services will be available through such systems. The FCC is to 
conduct a rulemaking which should clarify these issues. 

In response to the requirement in the 1995 legislation and in preparation for 
this report to the Legislature, the Department prepared a survey questionnaire to 
obtain necessary background information. 
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The questions in the survey pertaining to franchise fees were directed to all 
municipalities, telephone companies, telecommunications carriers, investor-owned 
natural gas utilities, investor-owned electric utilities, and cable communications 
companies in the state of Minnesota. The number of questionnaires sent to each 
type of entity and the number of responses received from each type of entity is 
provided in Attachment 1. 

The survey identified 209 municipalities that assess franchise fees on cable 
communications companies. The survey also reflected that there are five natural 
gas companies that pay franchise fees to 11 communities, and 14 electric utilities that 
pay franchise fees to 19 communities in which they serve. 1 The telephone 
companies responding to the survey indicated that they do not pay franchise fees in 
any municipality. Although not all municipalities and companies responded to the 
survey, the application of franchise fees is clearly the most prevalent with cable 
service. In addition to the payment of franchise fees, cable communications 
companies are also required by state law to provide access channels in the 
municipalities they serve for public, educational and government (PEG) access. 
Further, many municipalities receive other compensation from cable 
communications companies in return for being granted their cable franchise. 



Amount of Franchise Fees Collected 
A. Electric Utilities 

In 1994, the franchise fees assessed on electric utilities ranged from $400 to 
$11,252,099. Franchise fees are generally based on a percentage of gross revenue, 
although there are a couple of municipalities that assess a flat fee. When based on 
gross revenue, the fees range from one percent in Sauk Centre to eight percent in St. 
Paul. Total franchise fees reportedly paid during the year 1994 by the five investor- 
owned electric utilities responding to the survey was $27,066,845. The 
municipalities that assess franchise fees, the electric utilities paying franchise fees, 
and the amount paid during 1994 are presented in the table below. 2 



1 Nine of the 14 electric utilities are municipally owned and five of the 14 electric utilities are investor 
owned. 

2 There were no municipalities with a population less than 1000, or between 5,000 and 10,000 that 
responded to the survey and assess a franchise fee on electric utilities. 
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Table 1 



Municipalities with a Population of at least 1,000 but less than 5,000 



Municipality 
Blue Earth 
Mora 
Newport 
Sauk Centre 
St. Charles 



Utility Franchise Fee Paid 

Blue Earth Light & Water Not Provided 

City of Mora 1 08,000 .00 

Northern States Power 400.00 

Sauk Centre Public Utilities 40,000.00 

St. Charles Light & Water 60,261.00 



Municipalities with a Population of at least 10,000 but less than 20,000 



Municipality 
Albert Lea 
Albert Lea 
Marshall 
Mounds View 



Utility Franchise Fee Paid 

Freeborn-Mower 15,121 .00 

Interstate Power Company 942,234.00 

Marshall Public Utilities Not Provided 

Northern States Power 224,134.00 



Municipalities with a Population of at least 20,000 but less than 50,000 



Municipality 
Apple Valley 
Moorhead 
South St. Paul 
White Bear Lake 
Winona 



Utility 

Dakota Electric 
Moorhead 

Northern States Power 
Northern States Power 
Northern States Power 



Franchise Fee Paid 
Not Provided 

245.195.00 

416.807.00 

136.640.00 

573.426.00 



Municipalities with a Population of at least 50,000 but less than 100,000 



Municipality 
Coon Rapids 
Coon Rapids 
Duluth 
Rochester 
St. Cloud 
St. Cloud 



Utility 

Northern States Power 
Anoka Municipal Utilities 
Minnesota Power 
Peoples Coop 
Northern States Power 
Steams Electric 



Franchise Fee Paid 

334.954.00 

507.189.00 
700,000.00 

109.775.00 
11,919.00 

859.539.00 



Municipalities with a Population of at least 100,000 



Municipality Utility Franchise Fee Paid 

Minneapolis Northern States Power 11,252,099.00 

St. Paul Northern States Power 10,529,152.00 



NOTE: Fees paid to St. Paul are listed as reported by Northern States Power because 
St. Paul did not distinguish between gas and electric fees received. 



B. Natural Gas Utilities 

The franchise fees assessed on gas utilities, as reported by municipalities for 
1994, ranged from $34,581 to $5,548,106. Where responses have been received, the 
fees are based on a percentage of gross revenue. The range of percentages is from 
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three percent in St. Cloud to eight percent in St. Paul. Total franchise fees paid to 
municipalities as reported by gas utilities for 1994 is $9,854,907. 3 Unfortunately, over 
half of the responding municipalities did not indicate the amount of franchise fees 
assessed on natural gas utilities. The municipalities responding to the survey that 
assess franchise fees on natural gas utilities, the utility assessed, and the amount 
paid during 1994 are provided in the table below. 4 

Table 2 



Municipalities with a Population of at least 1,000 but less than 5,000 



Municipality 
Blooming Prairie 
Lake City 
Newport 



Utility 

Peoples 

Northern States Power 
Northern States Power 



Franchise Fee Paid 
Not Provided 
34,581.00 
Not Provided 



Municipalities with a Population of at least 10,000 but less than 20,000 



Municipality 
Albert Lea 
Lino Lakes 
Mounds View 



Utility 

Interstate Power Company 
Circle Pines Utilities 
Northern States Power 



Franchise Fee Paid 
Not Provided 
Not Provided 
Not Provided 



Municipalities with a Population of at least 20,000 but less than 50,000 



Municipality Utility Franchise Fee Paid 

Moorhead Northern States Power Not Provided 



Municipalities with a Population of at least 50,000 but less than 100,000 



Municipality Utility 

Coon Rapids Minnegasco 

St. Cloud Northern States Power 

Municipalities with a Population of at least 100,000 

Municipality Utility 

Minneapolis Minnegasco 

St. Paul Northern States Power 



Franchise Fee Paid 

510.876.00 

261.668.00 



Franchise Fee Paid 

5.548.106.00 

3.499.676.00 



NOTE: Fees paid to St. Paul are listed as reported by Northern States Power because 
St. Paul did not distinguish between gas and electric fees received. 



^ St. Paul did not separate its gas and electric revenues from NSP, therefore, the Department used 
NSP's reported fees as a proxy for St. Paul's natural gas franchise fee revenue from NSP. 

4 There were no municipalities with a population with less than 1,000 or between 5,000 and 10,000 that 
responded to the survey and assess a franchise fee on natural gas utilities. 
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C. Cable Communications Companies 



The franchise fees assessed on cable communications companies, as reported 
by municipalities for 1994, ranged from $70 to $1,287,663. Total franchise fees 
reportedly paid to municipalities by cable communications companies for 1994 is 
$8,779,215. Where responses have been received, the fees are generally based on a 
percentage of gross revenue. The range of percentages is from one percent to five 
percent. There are numerous municipalities that assess a franchise fee at three 
percent of gross revenue. The range of fees based on the population of the 
municipality is provided in Table 3 below. 



Table 3 



Total # of Receive 

Municipalities Franchise Range of Receive Other 

Population Responding Fees Fees Compensation 



Under 1,000 


159 


59 


$70 to $5,241 




1,000 to 5,000 


107 


81 


$245 to $19,043 


3 participate in NCSCC* 


5,000 to 10,000 


21 


20 


$100 to $51,317 


2 participate in NCSCC* 


10,000 to 20,000 


22 


21 


$9,800 to $325,192 


1 receives $20,000 in 
Capital Equip. 


20,000 to 50,000 


19 


17 


$16,844 to $206,261 


1 participates in 
NCSCC*, 1 participates 
in NSCCC** 


50,000 to 100,000 


9 


9 


$122,191 to $343,887 


1 participates in NCSCC* 


Over 100,000 


2 


2 


$1,037,495 to $1,287,683 




TOTALS 


339 


209 


$8,779,215 





* The eight municipalities forming the North Central Suburban Cable Commission (NCSCC) 
receive $265,000 in capital equipment from Meredith Cable. 



** The nine communities forming the Northwest Suburbs Cable Communications Commission 
(NSCCC) receive PEG channels valued at $364,039. 



Many metropolitan area municipalities and a few outstate municipalities that 
are served by the same cable communications company have joined to form cable 
communications commissions. Cable communications commissions operate under 
joint powers agreements pursuant to Chapter 238 of the Minnesota Statutes. These 
commissions enforce and administer the cable communications franchise 
agreements and approve the rates charged to cable customers. Thus, a single entity 
is created for the administration of the cable franchises on behalf of the participating 
municipalities. Since all communities participating in a cable communications 
commission operate under a single agreement with the cable communications 
company, the same fees are assessed by each of the participating communities. In 
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